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October 28, 2008 
 
Honorable Mayor 
Members of the Board of Aldermen 
Citizens and Friends of The City of Frederick, Maryland 
 
Ladies and Gentlemen: 
 
In compliance with Section 105 of the Charter, submitted herewith is the Comprehensive Annual Financial Report 
of The City of Frederick, Maryland as of and for the fiscal year ended June 30, 2008.  The form and contents of this 
report have been prepared by the City’s Department of Finance in conformance with the standards set forth by the 
Charter of The City of Frederick, reporting principles promulgated by the Governmental Accounting Standards 
Board, and the Government Finance Officers Association of the United States and Canada. 
 
This report consists of management’s representations concerning the finances of the City.  Consequently, 
management assumes full responsibility for the completeness and reliability of all of the information presented in 
this report.  To provide a reasonable basis for making these representations, management of the City has established 
a comprehensive internal control framework that is designed both to protect the government’s assets from loss, theft, 
or misuse and to compile sufficient reliable information for the preparation the City’s financial statements in 
conformity with generally accepted accounting principles (GAAP).  Because the cost of internal controls should not 
outweigh their benefits, the City’s comprehensive framework of internal controls has been designed to provide 
reasonable rather than absolute assurance that the financial statements will be free from material misstatement.  As 
management, we assert that, to the best of our knowledge and belief, this financial report is complete and reliable in 
all material respects. 
 
The City of Frederick’s financial statements have been audited by McGladrey & Pullen, LLP, a firm of licensed 
certified public accountants.  The goal of the independent audit was to provide reasonable assurance that the 
financial statements of the City for the fiscal year ended June 30, 2008, are free of material misstatement.  The 
independent audit involved examining, on a test basis, evidence supporting the amounts and disclosures in the 
financial statements; assessing the accounting principles used and significant estimates made by management; and 
evaluating the overall financial statement presentation.  The independent auditor concluded, based upon the audit, 
that there was a reasonable basis for rendering an unqualified opinion that The City of Frederick’s financial 
statements for the fiscal year ended June 30, 2008, are fairly presented in conformity with GAAP.  The independent 
auditor’s report is presented as the first component of the financial section of this report. 
 
The independent audit of the financial statements of the City was part of a broader, federally mandated “Single 
Audit” designed to meet the special needs of federal grantor agencies.  The standards governing Single Audit 
engagements required the independent auditor to report not only on the fair presentation of the financial statements, 
but also on the audited government’s internal controls and compliance with legal requirements, with special 
emphasis on internal controls and legal requirements involving the administration of federal awards.  These reports 
are available in the Single Audit section of this report. 
 
GAAP require that management provide a narrative introduction, overview, and analysis to accompany the basic 
financial statements in the form of Management’s Discussion and Analysis (MD&A).  This letter of 
transmittal is designed to complement MD&A and should be read in conjunction with it.  The City’s MD&A can be 
found immediately following the report of the independent auditors. 
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Profile of the City 

 
Founded in 1745, The City of Frederick is one of the most historic and economically vibrant cities in the state of 
Maryland.  Incorporated in 1817, Frederick is the cultural, business and financial center of Frederick County.  Its 
proximity to Washington, D.C. and Baltimore, located near Interstates 70 and 270, make it a logical location for 
growth and progress.  The City currently occupies a land area of approximately 20.86 square miles and serves an 
estimated population of 61,781.  The City is empowered to levy a property tax on both real and personal properties 
located within its boundaries.  It is also empowered to extend its corporate limits by annexation, which occurs 
periodically when deemed appropriate by the Mayor and Board of Aldermen. 
 
The City operates under the mayor-council form of government.  Policy-making and legislative authority are vested 
in a governing council consisting of the mayor and five aldermen.  The governing body is responsible, among other 
things, for passing ordinances, adopting the budget, and appointing committees.  The mayor is responsible for 
carrying out the policies and ordinances of the governing body, and for overseeing the day-to-day operations of the 
City.  The board is elected at large on a non-partisan basis.  Board members serve four-year terms. 
 
The City provides a full range of services, including police protection, planning and engineering, code enforcement, 
maintenance of streets and other infrastructure, waste collection and disposal, traffic control, and recreation and 
parks.  Water and sewer, parking, airport, storm water, golf and rental operation facilities are provided by the City 
under the enterprise fund concept.  Provisions are made for public capital improvements through the City’s capital 
improvement program. 
 
The annual budget serves as the foundation for the City’s financial planning and control.  All agencies of the City 
are required to submit requests for appropriation to the Mayor prior to March 15th.  The mayor uses these requests as 
the starting point for developing a proposed budget.  The mayor presents the proposed budget prior to May 30th.  
Public hearings are held on the proposed budget and the final budget must be adopted prior to June 29th.  The budget 
is prepared by fund, function and department.  The Mayor may make transfers or appropriations within a 
department.  Transfers between departments require the special approval of the board.  Budget-to-actual 
comparisons are provided in this report for each individual governmental fund for which an appropriated annual 
budget has been adopted.  For the general fund, this comparison is presented on pages 26 and 27 as part of the basic 
financial statements for the governmental funds.  For governmental funds, other than the general fund, with 
appropriated annual budgets, this comparison is presented in the governmental fund subsection of this report, which 
starts on page 62. 
 

Factors Affecting Financial Condition 
 
The information presented in the financial statements is perhaps best understood when it is considered from the 
broader perspective of the specific environment within which the City operates. 
 

Local economy 

 

The City of Frederick attracts some 1,000 new residents each year.  The City’s population of approximately 61,781, 
coupled with an additional 50,000 residents who live in surrounding neighborhoods, represents fifty percent of 
Frederick County's total population.  Closely equal in gender, more than 61% of Frederick's population falls between 
the ages of 20 and 64, with the estimated median age of Frederick residents coming in at 36.  49% of Frederick's 
total number of jobs is in professional and managerial levels.  The average household income holds at $72,268.  
Some of the larger employers in the City are Fort Detrick Campus, Frederick Memorial Hospital, Wells Fargo Home 
Mortgage and Frederick Community College. 
 
Abundant, diverse housing is a primary attraction among new residents moving to Frederick.  The City includes 
24,951 households, a third of all those located in Frederick County.  In 
2008, the average resale price of a single-family home in Frederick County was $338,043, boasting housing costs 
that are lower than other Washington, D.C. suburban counties. 
 
The City of Frederick is also a major transportation nucleus.  National and state highways leading from Washington, 
D.C., Baltimore, and Pittsburgh connect to Frederick's larger streets, ultimately funneling into the City's original 
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historic downtown thoroughfares.  Passenger rail service to Washington D.C.’s Union Station and points in between 
is also available to City residents.  The City and surrounding area is also serviced by Frederick Municipal Airport, a 
general aviation reliever airport for Reagan National, Baltimore-Washington International and Washington Dulles 
International airports.  Its close proximity to urban areas along with the available transportation systems make the 
City a logical location for growth and progress. 
 

Long-term financial planning 

 

The City of Frederick is making comprehensive revisions to the development of its 5-year Capital Improvement 
Plan that incorporates elements of the City’s Comprehensive Plan, the Engineering and Public Works Strategic Plan, 
the Airport Master Plan, and the Water/Sewer Master Plan.  The Capital Improvement Plan not only tabulates the 
actual development cost of each project, but also identifies creative new funding sources such as tax increment 
financing, impact fees, special assessments and grants in addition to traditional bond funding and operating 
transfers.  The Capital Improvement Plan also identifies future operating costs for each project.   

One of the major projects in the Capital Improvement Plan is the Monocacy Boulevard project, a four lane highway 
connecting Route 70 to Route 26 that will open the way for new mixed use industrial, commercial and residential 
development.  The total cost of over $46,200,000 will be financed by a combination of tax increment financing, 
special assessments and general obligation bonds.   

The East Street Extension project will provide direct access to Frederick's downtown business district from 
Interstate 70 via Carroll Creek Park. The immediate access provided by this highway will result in its becoming the 
City's major southern portal and dramatically increase Carroll Creek Park's commercial appeal. The first phase of 
the East Street Extension, spanning East Patrick Street to East South Street through Carroll Creek Park is completed. 
Construction of the final connection to I-70 is underway and will occur over the next several years. 

The Carroll Creek Linear Park project will provide landscape and creek-side improvements along the recently 
completed park and flood control project.  These improvements will provide development opportunities, create jobs 
and services and enhance the tax base of the city. 

The Hill Street Regional Park will provide a world-class skateboard facility, competitive inline hockey facility and a 
water park.  It is anticipated that admission fees from these activities will provide adequate revenues to offset 
operation and maintenance costs of the park. 

The City is also encouraging private investment through property and income tax credits for the Historic District, 
Arts District and the Golden Mile Commercial District.  These short-term tax credits provide needed incentives for 
private sector capital reinvestment and revitalization in the properties of the area.  

 

 

Cash management policies and practices  
Cash temporarily idle during the year was invested in various instruments.  The pension trust fund’s investment 
portfolio included investments in fixed income securities, equities, money market funds and real estate.  Total 
investment earnings for this fund for the year were $2,465,461 with realized gains of $2,532,516 and unrealized 
losses of $8,989,549. 
 
Funds received by the City through day-to-day operations were invested daily in demand deposits, certificates of 
deposits, or repurchase agreements.  These investments are normally invested for periods no longer than one year 
and are either insured or collateralized.  The rate of return for the year on these investments was approximately 
4.58%, with total investment interest of $2,748,753. 
 
The City also invested unspent bond proceeds during the fiscal year.  The average rate for these investments was 
4.04%.  Total investment interest earnings on these proceeds for the fiscal year were $990,622. 
 
Total interest on all investments other than pension funds for fiscal year 2008 was $3,730,028. 
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Risk Management   
 
The City currently utilizes the services of an insurance company to manage risks.  Coverage includes buildings, 
contents, flood, fire, multi-peril, comprehensive general liability, property damage and motor vehicles.  The Director 
of Budget and Purchasing has responsibility for overseeing the City’s risk management. 
 
Additional information on the City’s risk management activity can be found in Note 11 of the notes to the financial 
statements. 
 

Pension and other post-employment benefits   
 
The City sponsors three single-employer defined benefit pension plans for its employees.  Each year, an independent 
actuary calculates the amount of the annual contribution that the City must make to the pension plans to ensure that 
the plans will be able to fully meet its obligations to retired employees on a timely basis.  As a matter of policy, the 
City fully funds each year’s annual required contribution to the pension plan as determined by the actuary. 
 
The City of Frederick also provides postretirement health benefits for certain retirees and their dependents.  As of 
the end of the current fiscal year, there were 490 retirees and beneficiaries eligible for health benefits, which are 
financed on a pay-as-you-go basis.  Current GAAP do not require governments to report a liability in the financial 
statements in connection with an employer’s obligation to provide these benefits. 
 
Additional information on the City’s pension arrangements and post-employment benefits can be found in notes 7 
and 8 in the notes to the financial statements. 
 

Awards and Acknowledgements 
 
The Government Finance Officers Association of the United States and Canada (GFOA) awarded a Certificate of 
Achievement for Excellence in Financial Reporting to The City of Frederick for its comprehensive annual financial 
report for the fiscal year ended June 30, 2007.  This was the twenty fifth consecutive year that the City has achieved 
this prestigious award.  In order to be awarded a Certificate of Achievement, a government must publish an easily 
readable and efficiently organized comprehensive annual financial report.  This report must satisfy both generally 
accepted accounting principles and applicable legal requirements. 
 
A Certificate of Achievement is valid for a period of one year only.  We believe that our current comprehensive 
annual financial report continues to meet the Certificate of Achievement Program’s requirements and we are 
submitting it to the GFOA to determine its eligibility for another certificate. 
 
The preparation of this report would not have been possible without the efficient and dedicated services of the 
Department of Finance and the various directors and employees from each department who assisted and contributed 
to its preparation.  My sincere appreciation is given not only for the physical preparation of this report, but also for 
the efforts expended throughout the year to ensure proper treatment and recordation of the various transactions the 
City enters into. 
 
My appreciation is extended to the Mayor and Board of Aldermen for their interest and support in the planning and 
conduction of the financial operations of the City in a responsible manner.  I also express my appreciation to our 
independent accounting firm, McGladrey & Pullen, LLP, as well as our financial software consultants, Sungard 
HTE Inc., for their cooperation in our efforts to effect a better accounting and reporting responsibility. 
 
Respectfully submitted, 
 
 
 
Gerald D. Kolbfleisch 
Director of Finance 
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